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I° THE patchwork of intergovernmental tax relations, 
the sources of municipal revenue are comparatively weak. 
Experts who have explored the possibilities of strengthen- 
ing them in order to release the heavy pressures on the 
property tax or to enhance local support of local functions, 
have generally agreed that an independent source of mu- 
nicipal revenue should be found. The reports of two select 
committees on intergovernmental fiscal. relations! have 
both suggested a certain separation of tax sources, with 
greater independence of local sources, but beyond making 
recommendations regarding exclusive use of the property 
tax, neither specified the separate tax source which was 
to come to the aid of the cities. It is the purpose of this 
article to suggest an exclusive local levy, one that is pro- 
ductive but comparatively painless. This source comprises 
the amusement taxes in general, but specifically the admis- 
sions tax. In critical treatment of intergovernmental tax 
relations and by advocates of tax reform, the latter has 
received only incidental notice, but, for reasons to be 
developed here, it deserves reappraisal and emphasis. 


The subject of tax revenue allocation among the federal, 
state and local levels of government has been a thorn 
pressing deeper and deeper into the body politic as the 
overall tax burden increased. Federal and state govern- 
ments, with superior powers, have annexed the most 
productive revenue sources, leaving to localities, by com- 
parison, only scraps from the fiscal table. Here is a 
picture of the major revenue sources for 1946: 


1 Committee on Intergovernmental Fiscal Relations, Federal, State and 
Local Governmental Fiscal Relations. 78th Congress, 1st Session, Document 
No. 69, 1943. Joint Committee of the American Bar Association, the 
National Tax Association, and the National Association of Tax Adminis- 
trators, The Coordination of Federal, State ana Local Taxation, 1947. 


TAX REVENUE IN FISCAL 1946* 
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This table clearly reveals the concentration of revenue 
sources at the different levels of government. At the 
federal level it is the income taxes, individual and cor- 
porate. These together accounted for almost 80% of the 
1946 federal taxes, 48% from the individual income tax 
alone. The major state source is the sales, gross receipts 
or use type of tax, which produced 57% of state tax 
revenue in 1946. Local revenue is derived almost totally 
from the property tax. This produced 80% of all local 
revenue in 1946—counties, cities, and school district— 
and 93% of their tax revenue. 

For cities alone, here is the story”. Property taxes alone 
produced $2,162 million in 1946, which was 86% of 
total municipal tax revenue. The next most productive 
tax source of the cities as a whole is the sales tax. Al- 
though only 78 cities levy such taxes, they produced $165 
million in 1946, or almost 7% of total city tax revenues. 
Licenses, permits and like taxes amounted to $145 mil- 
lion. Almost negligible in the total is the remaining $39 
million, $33 of which represents income taxes collected 
by St. Louis, Toledo and Philadelphia. Obviously, the 
mainstay of municipal support is the property tax. 


2 Source cited in above table. 
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The important point in the comparison of the major 
taxes employed by each of the levels of government re- 
spectively is that the property tax is relatively inelastic 
by comparison with income and sales taxes. That source 
of revenue dries up rapidly as rates are advanced to high 
levels, which many cities have discovered. It cannot be 
made to carry the whole burden of local taxation. With 
cities spreading out, population increasing, costs rising, 
and more public services required, the municipal revenue 
problem in many cities has become acute. This is especially 
true in the larger cities. But, in general, all cities have 
tried to get more money—by raising existing taxes or by 
instituting new ones. Enabling legislation for this purpose 
was one of the old year’s most important activities.3 


In large part, cities have attempted to increase their 
revenues by invading areas already taxed by federal and 
state governments: income, tobacco, gasoline taxes, for 
example. Or, like Miami, Atlantic City, New York, and 
Providence, they dreamed up something new and different, 
such as a tax on the price of hotel rooms. Bellingham, 
Washington, has gone somewhat surrealist and charges 
$2.50 per foot for taxi zones. Little Rock, Arkansas, has 
a stock inventory tax. There’s a 10% tax on green fees 
at the municipal golf courses in Miami Springs, Florida. 
Chicago taxes the mileage travelled by motor busses. Over 
the troubled waters of local finance, Montebello, Cali- 
fornia, is pouring oil taxes, one-third of one percent on 
each barrel produced within the city limits. When a juke 
box “Rolls Out the Barrel’’ in Omaha, Denver, Chicago, 
Springfield, Ill., McKeesport, Pa., La Crosse, Wis., or Cle 
Elum, Wash., someone has paid a new or larger tax this 
year. There’s a punchboard tax in Scio, Oregon. It’s a 
tax free-for-all, including pinballs and bowling alleys, 
too. 1946 was the biggest year in the history of parking 
meters: 451 cities installed them, including the little 
town of Bardstown, Ky., which has 63, one for every 
50 people in town. 


These are al) valiant efforts, but the net result was not 
very rewarding. Throughout the country the odds and 
ends of city taxes (everything except the property tax) 
garnered $349 milion in 1946, but this was an increase 
of only $58 miliion over similar collections for 1945. 
The cities want a bigger revenue boost than this. And 
there is somewhat general agreement that they should 
have it, that they are in a bad way financially speaking. 


Experts in the field of government finance have referred 
variously to the plight of the cities: one says they are 
in a “financial straight jacket’; another calls the city a 
“fiscal step-child.” The latter comes from Professor A. 
M. Hillhouse, University of Cincinnati, probably the one 
person who has done most to learn where cities get their 
money.‘ As early as 1935 his main answer to the munici- 





8 cf. Pond, Chester B., “‘Municipal Taxes on Selected Commodities and 
Services,"” The Bulletin, National Tax Association, November 1947. 

4A. M. Hillhouse, Where Cities Get Their Money, Municipal Finance 
Officers Association, Chicago, Ill., 1945. Supplement, 1947. 





pal revenue problem was federal aid.5 “The real financial 
hope of the cities . . .”” he says, “lies in . . . grants-in-aid 
and city-sharing in centrally collected taxes.’’ This could, 
however, lead to trouble. Nor did Dr. Hillhouse himself 
overlook the danger of federal encroachment and domina- 
tion, and the subsequent destruction of local self-govern- 
ment. 


A later authoritative study makes a better diagnosis, 
although again there is no really specific prescription. 
The Committee on Intergovernmental Fiscal Relations® 
says—and no truer words have been said on the subject: 
“The major need is for a source of revenue which will 
enable the municipalities to tax their own resources inde- 
pendently. Much of the vitality of local government... . 
depends upon the discovery and utilization of such a 
source.” This was considered by the authors of the report 
“no easy assignment.” 


Although a solution has not been wholly evolved, even 
by the most persistent study group, the Joint Committee 
their last report? has crystalized the general approach of 
these previous analyses into a “basic principle.’ This 
fundamental assumption is that “each grade of govern- 
ment should support its own functions from its own 
independent revenues.’” There was some dissension within 
the Committee on this point, however, because members 
were not unanimous in the opinion that the effort should 
be to decrease and eliminate federal aid. Two members 
felt that federal aid should be increased, not decreased. 


Despite the recommendations of such eminent students, 
it is by no means clear that federal aid is the right answer 
to the revenue requirements of the municipalities. Like 
primitive, homeopathic magic, it deals with a symptom, 
not a cause. If a grant-in-aid is necessary at all, it is a 
more defensible fiscal mechanism between state and local 
governments than from federal to state government. Fed- 
eral aid has been in existence since 1915 and has increased 
from a mere $5 million at that time to a current level 
of almost a billion dollars. And yet the problem of raising 
enough money focally still continues. The grant-in-aid 
system is one of the strings attached to the Gordian knot 
of intergovernmental fiscal relations, but not the core of 
the entanglement. The need of such makeshift fiscal 
arrangements could be diminished by allowing state and 
local governments a more equitable share in the distribu- 
tion of tax sources. If the federal government has the 
ability to support the state and local governments by 
way of subsidies, it is only because that central unit has 
more ways in greater degree of taxing the citizens of 
state and locality than do the governments of those units 
themselves. 


The key to the solution lies in some separation of 
sources. It is no more preclusively appropriate or efficient 


5A. M. Hillhouse, New Sources of Municipal Finance, Mumicipa! 
Finance Officers Association, Chicago, IIl., 1935, p. 3. 


6 Op. Cit., p. 413. 
7 Op. Cit., p. 5. (see footnote 1 for full title) 
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for the federal government to keep all the tax sources 
it has preempted, than for it to tax those sources in the 
degree and manner it now does in order to make grants 
to states and localities because these units have neither 
adequate sources nor high enough duplicating levies. How- 
ever, where to start the separation has been a rather 
controversial question. Two areas, for example, of com- 
paratively minor revenue significance to the federal gov- 
ernment, have frequently been suggested for separate 
allocation. These are the death and gasoline taxes. Both 
tax areas were first occupied by the states, but have been 
invaded by the federal government and, in some instances, 
even by localities. Authorities differ in their recommenda- 
tions regarding the separation of these sources. For ex- 
ample, the Committee on Intergovernmental Fiscal Rela- 
tions favored the federal government as the taxing unit 
for death taxes.8 On the other hand, both the Joint Com- 
mittee? and the Committee on Postwar Tax Policy! 
recommend that the federal government withdraw from 
this field of taxation and give the states exclusive use of 
it. In regard to the gasoline tax, there has been greater 
consensus of expert opinion, all three of the above- 
mentioned Committees favoring withdrawal of the federal 
government; but there have been other practical and po- 
litical considerations making for differences of opinion. 
There is also the logical reluctance of the federal govern- 
ment to relinquish its hold on any revenue source it has 
been taxing successfully. 


In brief, although separating sources has been recog- 
nized as a valid step in tax coordination and in the pro- 
tection of state and local revenues, nevertheless where to 
begin separate allocation has involved conflict. The admis- 
sions tax has received a little attention as a candidate for 
some separation, but to this writer's knowledge has not 
been considered as a potential for an exclusive local levy. 
Forbearance on the part of the federal government would 
be necessary, as well as state enabling legislation. All 
states might not respond to this possibility immediately, 
but where local need was great, pressure for legislative 
action would be correspondingly heavy. 


Therefore, as a first and significant step in the separa- 
tion of sources, let the federal government and the states 
withdraw from the field of admissions tax and leave it 
exclusively to the localities. The admissions tax is a 
“natural” for the local level. Movies, theatres, dancehalls, 
nightclubs, benefits, exhibits are an intrinsic part of com- 
munity activity. They are tax resources of local economic 
life. 


The admissions tax is essentially local in character as 
far as incidence and administration are concerned, and 
it meets a number of the important requirements for an 
independent local tax source. First, it would enable locali- 





8 Op. Cit., p. 15. 
9 Op. Cit., p. $2. 


nee A Tax Program for a Solvent America, Ronald Press, New York, 
IMS, p. 163. 
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ties to tap their own resources. The movie house is part 
and parcel of local economic activity. Second, it would 
cover most of the citizenry. Everybody sees the movies; it’s 
a home town pleasure and privilege. Third, it’s easily 
administered, enforced and collected, with a minimum of 
inconvenience and redtape to the taxpayer. Fourth, it can- 
not be seriously attacked, like a sales tax on food, on 
grounds of being regressive, because the tax is not imposed 
on a commodity essential to basic living; choice also can 
be exercised in paying the tax because, after all, it is not 
compulsory to go to the show. All in all, it would seem 
more proper and fitting for neighborhood business and 
recreation to be the base of a local rather than a federal— 
or even a state tax on admissions. 


The only apparent argument against it is the fact that 
federal and state governments already employ this tax. 
The federal government has had an admissions tax since 
1917, although until the rate increase of the past few 
years, its revenue has been comparatively minor: $22 
million in 1940, for example, but $415 million in 1946, 
and $456 in 1947. The federal tax is imposed on admis- 
sions to cabarets, roof gardens, etc., as well as movies, 
and theatres, but the bulk of collections comes from the 
movies—perhaps 80%, the Treasury says. As a whole, the 
admissions taxes do not comprise a significant portion of 
federal revenue, about 1% in 1948. They could be 
dropped without being missed. In fact, federal withdrawal 
from the field of amusement taxes has been recently 
recommended by the Joint Committee on the Coordina- 
tion of Federal, State and Local Taxation. The Committee 
says:11 “If the federal taxes upon amusements, dues and 
initiations were withdrawn, the state and local govern- 
ments could, if necessary, impose taxes that would at least 
largely absorb the federal revenues.” 


But this is only part of the answer: The states should 
withdraw, too. As it is, less than half of the states now 
impose general admissions taxes, and the majority of these 
do so by way of the state’s general sales tax rather than 
a specific excise on general admissions. In brief, less than a 
quarter of the states employ an outright general admissions 
tax. Ten states, however, tax admissions to horse racing. 
The total of state revenue from admissions taxes alone is 
extremely small; the total for a// amusement taxes, exclu- 
sive of amounts collected under general sales taxes, was 
less than $12 million in 1946. 


The relative ease of federal and state withdrawal from 
the admissions tax field is an added factor in the promo- 
tion of its exclusive use by localities. The federal tax is a 
clearcut, separate excise, and could be eliminated without 
detriment to federal revenue, without complication to other 
factors in the federal tax system, and without confusing 
aftermath or adjustment. Comparatively few states would 
have anything to lose since most use other forms of amuse- 
ment taxes or the general sales tax. In fact, there are 





11 [bid, p. 93. 
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already several precedents for state withdrawal. For ex- 
ample, in 1943 the State of Washington repealed its own 
tax on admissions to public amusements and gave the 
municipalities permission to levy such taxes. Within a 
short time some 65 Washington cities had adopted admis- 
sions taxes. In 1947 three other states took similar action: 
In March, New York authorized counties and New York 
City to impose taxes not in excess of 5% of admissions to 
theatres and like places of amusement; in July, Maryland 
authorized similar taxes for municipalities; and effective 
October 1, Ohio repealed its state 3% general admissions 
tax. 

Without recognizing it, the major authoritative studies 
on intergovernmental tax relations have all supplied the 
best reasons for exclusive local use of admissions taxes. 
They concur in recognizing the comparative insignificance 
to federal and state governments of their revenue from 
this source, the simplicity of application of amusement 
taxes, and the lack of complicated interrelationships. For 
example, the Intergovernmental Fiscal Relations Commit- 
tee in 1943, said,!* ““Amusement taxes seem to have been 
successfully applied at both (federal, state) levels, without 
conspicuous advantages for either, or major problems in 
the overlap.’” A recent Treasury study on tax coordination, 
which is something of a supplement to the above men- 
tioned report, also found “no compelling reasons’ to make 
recommendations in regard to amusement taxes; in fact, 
it said,'3 ““Amusement taxation, can at best merit a low 
priority in a... program for . . . fiscal coordination.” 
The Joint Committee, which has already has been cited as 
recommending federal withdrawal from this tax area, says,!* 


“The overlapping of amusement taxes has not 
created serious coordination problems or serious 
difficulties of tax administration or compliance. 
There is a question, however, if it would not be 
wise for the federal government to léave this field 
to the state and local governments . . . The local 
governments are particularly handicapped in rais- 
ing revenue and it would appear to be feasible 
for them to obtain some income from amusement 
taxes without injurious effects on economic ac- 
tivity as long as the tax rates are moderate.” 

All these considerations point to a rather obvious con- 
clusion. Since the admissions tax, as the major amusement 
tax, means so little at federal and state levels, since it is 


12 Op. Cit. p. $45. 

13U. S. Treasury Dept., Division of Tax Research, Federal-State Tax 
Coordination, July 1947, p. 28. 

14 Op. Cit. p. 92. 
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easy to reallocate and apply, since the localities have a cry- 
ing need for a lucrative tax source of their own—why not 
let them have it? These seem compelling enough reasons 
to give highest priority to the question of the amusement 
taxes and who levies them. Since it is so simple an item 
in the general fiscal picture, why not attend to it first and 
let the localities have this as their exclusive tax source? 

In relation to local needs and local revenues, this would 
be a very significant boon. Although some $450 million is 
only a drop in the federal tax bucket, it would add 18 or 
20 per cent to municipal tax revenue. Such an increase 
should go far to alleviate the financial plight of the cities. 
With amusement taxes totally relinquished by the federal 
government, with all admissions taxes (with the exception 
of horse racing) given up by the states, a local general 
admissions tax would be a strong factor in the maintenance 
of local fiscal independence, and the minimizing of inter- 
governmental grants-in-aid. 

Further tax help could be given the localities if the 
states as well as the federal government would turn over all 
amusement taxes. Although the additional revenue would 
be comparatively small, it would nevertheless have real 
meaning to the localities in further releasing the strain on 
already heavy property taxes. 

There may be some academic ~onderment as to the 
popular acceptance of a local '»\ 1s high as 20 per cent 
of the price of admissions, but j.actically speaking, that 
is already the minimum paid, and where state and local 
sales on admissions taxes are superimposed, it is even 
higher. As far as the average taxpayer is concerned, the 
exclusive use of amusement taxes by localities, would 
merely mean a different tax collector and tax-spender. And 
if he knows his payment will go to increase the pay of 
local teachers, to increase local safety measures or traffic 
control, or to increase the food budget for people on 
general relief, or for any other hometown function, he 
may be happier to have it go to the local coffers than into 
the U. S. Treasury. 

Although exclusive use of admissions on all amusement 
taxes may not be the revenue source to end all revenue 
needs, nevertheless, for a tax, it has many endearing 
qualities. It is not compulsory, nor is it a ‘‘poor man’s 
tax”. It offers simple application and ease of administra- 
tion. It allows every city, town and hamlet to tap its own 
resources. It will raise significant revenue for the cities. 
It will mean greater self-support of local functions, and 
greater fiscal independence. And it will tend to restore 
and preserve that time-honored institution, local self- 
government. 
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